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Summary  of  Recommendations 


The  listing  below  serves  as  a  means  of  summarizing  the  recommendations  contained  in  the  report, 
the  agency's  response  thereto,  and  a  reference  to  the  supporting  comments. 

Recommendation  #1  We  recommend  the  board  establish  controls 

to  ensure  reconciliation  of  the  trustee's 
statement  of  assets  held  to  the  portfolio 
management  system 7 

Board  Response:   Concur.   See  page  61. 

Recommendation  #2  We  recommend  the  board: 

A.  Reconcile  market  prices  used  to  value 
securities  and  document  the  reconcilia- 
tion to  its  portfolio  management  system 

prior  to  participant  buy-ins 9 

Board  Response:   Concur.   See  page  61. 

B.  Reconcile  the  MontComp  subsystem  to  the 
state  accounting  system  and  document 

this  reconciliation 9 

Board  Response:   Concur.   See  page  61. 

Recommendation  #3  We  recommend  the  Department  of  Administration 

develop  and  implement  contract  terms  that  provide 
the  state  with  the  lowest  possible  costs  for 
contracted  banking  services 10 

Department  of  Administration  Response:   Concur.   See  page  63. 

Recommendation  #4  We  recommend  the  board: 

A.  Ensure  cash  receipts  are  deposited  on  a 

timely  basis  in  compliance  with  state  law 11 

Board  Response:   Concur.   See  page  61. 

B.  Restrictively  endorse  checks  upon  receipt 11 

Board  Response:   Concur.   See  page  61. 
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Recommendation  #5  We  recommend  the  board  deposit  moneys  not 

committed  to  bond  reserves  in  the  state 
treasury  as  required  by  state  law 12 

Board  Response:   Concur.   See  page  62. 

Recommendation  #6  We  recommend  the  board  record  capital 

appreciation  bonds  in  accordance  with 
generally  accepted  accounting  principles 13 

Board  Response:   Concur.   See  page  62. 

Recommendation  #7  We  recommend  the  board  submit  documents 

associated  with  bonds  issued  by  the 
board  to  the  Securities  Commissioner  as 
required  by  state  law 14 

Board  Response:   Concur.   See  page  62. 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Montana 
Board  of  Investments'  (board)  investment  and  economic 
development  activities  for  the  fiscal  year  ended  June  30,  1990. 
Article  VIII,  section  13,  of  the  Montana  Constitution  requires  an 
annual  audit  of  the  board  and  this  report  represents  compliance 
with  the  annual  audit  requirement.   The  objectives  of  the  audit 
were  to: 

1.  Review  the  board's  management  and  investment  accounting 
control  systems  and  make  recommendations  for  improve- 
ments in  the  management  and  internal  controls  of  the 
board. 

2.  Determine  if  the  board's  financial  statements  fairly  present, 
in  conformity  with  generally  accepted  accounting  principles 
(GAAP),  the  financial  position  and  results  of  operations  for 
the  fiscal  year  ended  June  30,  1990. 

3.  Determine  if  the  board  complied  with  applicable  laws  and 
regulations. 

4.  Determine  the  implementation  status  of  the  prior  audit 
recommendations. 

This  report  contains  seven  recommendations  to  the  board.   These 
recommendations  address  areas  where  the  board  can  improve 
internal  controls,  compliance  with  state  laws,  and  financial 
reporting.    In  accordance  with  section  5-13-307,  MCA,  we 
analyzed  and  disclosed  the  cost,  if  significant,  of  implementing 
the  recommendations  made  in  this  report.   Areas  of  concern 
deemed  not  to  have  significant  effect  on  the  successful  opera- 
tions of  the  board  are  not  specifically  included  in  this  report, 
but  have  been  discussed  with  the  executive  director  and  his 
staff. 


Background 


The  Montana  Board  of  Investments  was  originally  created  in 
1971.   Chapter  581,  Laws  of  1987,  abolished  the  prior  Board  of 
Investments  and  the  Montana  Economic  Development  Board  and 
transferred  their  functions  to  the  new  Board  of  Investments 
which  is  attached  to  the  Department  of  Commerce  for 
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administrative  purposes.   The  board  consists  of  nine  members 
appointed  by  the  governor  and  confirmed  by  the  senate. 

The  board  employs  an  executive  director  and  an  investment 
officer  who  in  turn  hire  and  manage  board  staff.   The  staff 
advise  the  board,  implement  its  decisions,  and  perform  daily 
investment,  economic  development  and  recordkeeping  functions. 
Administrative  charges  to  participants  fund  the  board's  invest- 
ment operations.   These  fees  are  collected  from  income  earned 
on  moneys  invested. 

The  board  directs  the  investment  of  state  funds  in  accordance 
with  the  constitution  and  laws  of  the  state.  The  board  admin- 
isters the  investment  program  under  the  "prudent  expert  prin- 
ciple" which  requires  an  investment  manager  to: 

1.  Discharge  his  duties  with  the  care,  skill,  prudence,  and 
diligence,  under  the  circumstances  prevailing,  that  a 
prudent  person  in  a  like  capacity  with  the  same  resources 
and  familiarity  exercises. 

2.  Diversify  the  holdings  of  each  participating  fund  to  mini- 
mize the  risk  of  loss  and  to  maximize  the  rate  of  return. 

3.  Discharge  his  duties  solely  in  the  interest  of  and  benefit  for 
the  funds  forming  the  unified  investment  program. 

There  are  three  major  investment  management  programs  within 
the  board's  operations.   "All  Other  Funds"  (AOF)  is  a  combina- 
tion of  approximately  30  agencies'  investments  which  are 
managed  on  their  behalf  by  the  board.   The  investments,  gen- 
erally long-term  in  nature,  are  managed  to  produce  steady  yields 
over  a  long  period  of  time. 

The  "Short-Term  Investment  Pool"  (STIP)  provides  a  short-term 
investment  vehicle  to  state  or  local  government  investors.  There 
is  a  fixed  $100  unit  value  for  STIP.  The  purpose  of  STIP  is  to 
provide  the  highest  possible  return,  yet  maintain  a  highly  liquid 
position.  The  short-term  investment  portfolio  is  managed  by 
the  board,  and  participants  may  purchase  or  sell  units  on  a  daily 
basis. 
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The  "Montana  Common  Stock  Pool"  (MontComp)  is  an  invest- 
ment pool  designed  to  allow  authorized  agencies  to  participate  in 
the  equity  market  through  a  diversified  pool.   The  Montana 
Constitution  authorizes  only  retirement  funds  and  endowment 
funds  to  invest  in  private  corporate  capital  stock.   The  board 
manages  the  securities  in  the  portfolio,  and  participants  may 
purchase  units  on  a  monthly  basis. 

According  to  the  objectives  outlined  in  state  law,  the  board  also 
administers  economic  development  programs  created  for  the 
purpose  of  strengthening,  diversifying,  and  stabilizing  the 
Montana  economy  and  increasing  Montana  employment  and 
business  opportunity.   The  following  sections  describe  these 
programs: 

1.  The  Coal  Tax  Loan  Program  uses  a  revolving  loan  strategy. 
The  board  purchases  loans  from  approved  financial  institu- 
tions to  finance  the  acquisition  of  land,  buildings,  or 
equipment  and  to  provide  working  capital.   The  resources 
available  to  provide  coal  tax  loans  consist  of  in-state 
investment  of  25  percent  of  all  revenue  deposited  after 
June  30,  1983  in  the  Permanent  Coal  Tax  Trust  Fund  and 
principal  payments  on  all  investments  made  from  the  Mon- 
tana In-State  Investment  Fund  (MISIF). 

2.  The  Montana  Capital  Company  Program  is  designed  to 
make  venture  capital  available  within  the  state.   Through 
the  program,  the  board  offers  a  50  percent  tax  credit 
incentive  (up  to  $150,000)  to  investors  in  qualified  Montana 
Capital  Companies  (MCC),  which  in  turn  must  invest  funds 
in  Montana  businesses.   The  Legislative  Finance  Committee 
issued  a  report  dated  August  1990  regarding  the  benefits  of 
the  program.   Subsequent  to  that  issuance,  the  Board  of 
Investments  voted  not  to  extend  new  credits  or  extend 
expiration  dates  for  existing  credits. 

3.  The  board  also  administers  the  Stand-Alone  Industrial 
Development  Bond  Program  and  the  Pooled  Industrial 
Development  Bond  Program.   These  programs  provide  lower 
cost  capital  to  eligible  Montana  businesses  through  the  use 
of  tax-exempt  bonds. 

The  Stand-Alone  Industrial  Development  Bond  Program 
provides  a  means  for  satisfying  certain  eligibility 
requirements  for  businesses  to  obtain  money  raised  by 
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issuing  tax-exempt  bonds.    Under  this  program,  the  board 
does  not  extend,  either  directly  or  indirectly,  credit  or 
funds  to  program  users  but  serves  as  the  legal  conduit  into 
the  tax-exempt  bond  market.   The  board  issued  $60,800,000 
in  bonds  under  the  Stand-Alone  Program  during  fiscal  year 
1989-90. 

The  Pooled  Industrial  Development  Bond  Program,  upon 
full  satisfaction  of  program  requirements,  provides  loan 
funds  to  Montana  businesses.    Loan  funds  are  raised  by  tlie 
board  through  pooled  tax  exempt  bond  issues.   The  out- 
standing balance  on  bond  issues  as  of  June  30,  1990  is 
$6,525,000. 

4.  The  Montana  Cash  Anticipation  Financing  (MCAF)  Pro- 
gram provides  tax  anticipation  financing  to  local  govern- 
ments.   In  August  1989,  the  board  issued  $9,485,000  in 
bonds  under  this  program.   The  bonds  are  payable  from  tax 
anticipation  notes  issued  by  local  governments.   If  a  local 
government  defaults,  the  board  must  purchase  a  refunding 
note  to  ensure  that  the  necessary  bond  obligations  are  paid. 

5.  Bonds  are  used  to  finance  intermediate  term  (two  to  five 
years)  capital  needs  of  local  governments  in  the  Inter- 
mediate Term  Capital  Pool  Program.   The  board  pooled 
borrowing  needs  of  various  local  governments   and  issued 
bonds  to  finance  these  projects.    Local  government  partici- 
pants paid  the  cost  of  issuance.   The  board  has  $8,850,000 
in  outstanding  bonds  under  this  program. 

6.  In  August  1988,  the  board  issued  $4.9  million  in  bonds,  the 
proceeds  of  which  were  used  to  prepay  five  irrigation  dis- 
trict reclamation  loans.   The  Irrigation  District  Pooled  Loan 
Program  allows  certain  Montana  Irrigation  Districts  to  take 
advantage  of  a  federal  government  offer  to  prepay 
outstanding  Bureau  of  Reclamation  loans  at  a  substantial 
discount. 

7.  The  Conservation  Reserve  Enhancement  Program  (CRP) 
allows  farmers  to  receive  a  lump  sum  amount  in  return  for 
assignment  of  their  federal  CRP  contract  to  the  board.    In 
addition,  the  farmer  under  contract  maintains  natural 
vegetation.    During  fiscal  year  1989-90  the  board  loaned 
$4,951,614  to  farmers  on  assigned  CRP  contracts. 
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Prior  Audit  Our  prior  audit  report,  issued  for  the  fiscal  year  ended  June  30, 

Recommendations  1989,  contained  seven  report  sections  with  13  individual  recom- 

mendations to  the  board.   Of  the  12  recommendations  still 
applicable  to  the  board's  operations,  8  have  been  implemented 
and  4  have  been  partially  implemented.   The  recommendations 
which  the  board  partially  implemented  concern  written  docu- 
mentation of  procedures  specific  to  the  board,  and  the  interest 
method  of  amortization  for  discounts  and  premiums.   These 
issues  have  been  discussed  with  management  and  do  not  warrant 
further  disclosure. 
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Internal  Controls 


Internal  control  procedures  provide  an  essential  part  of  an 
organization's  ability  to  safeguard  assets,  verify  accuracy  and 
reliability  of  accounting  data,  and  promote  efficiency.   The 
following  two  report  sections  address  internal  controls  necessary 
to  safeguard  the  approximate  $3.3  billion  in  portfolio  assets 
managed  by  the  board. 


Statement  of  Assets  Held 


The  Board  of  Investments  (BOI)  receives  a  monthly  statement  of 
assets  held  from  its  trustee.   This  statement  lists  the  par  value  of 
securities  held  for  that  month.    We  compared  the  trustee  state- 
ment to  the  board's  portfolio  management  system  report  for  the 
month  ended  June  30,  1990,  and  identified  25  discrepancies. 
The  following  summarizes  the  findings: 


Five  errors  consisting  of  incorrect  maturity  date,  coupon 
rate,  or  timing  differences  have  been  corrected  by  the 
trustee. 

Four  differences  relating  to  incorrect  current  face  value  of 
securities  or  duplicate  payment  are  still  under  investigation 
by  the  trustee. 

Eight  discrepancies  resulted  from  principal  payments 
received  directly  by  BOI  accounting  personnel  not  recorded 
by  the  trustee. 

Board  personnel  have  corrected  six  errors  consisting  of 
incorrect  shares,  maturity,  or  par  value  in  the  portfolio 
management  system. 

The  board  submitted  an  inquiry  request  to  the  trustee  for 
the  remaining  two  discrepancies  related  to  incorrect  interest 
payments. 

By  law,  the  board  manages  and  accounts  for  investments  on 
behalf  of  state  agencies.   The  board  has  the  fiduciary  obligation 
to  state  agencies  to  ensure  investments  as  recorded  on  the  port- 
folio management  system  agree  to  the  investments  as  reported 
by  the  trustee. 
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According  to  board  personnel,  the  trustee  reorganized  BOFs 
account  structure,  creating  seven  accounts  to  handle  activity 
previously  recorded  in  one  account.   The  trustee  reformatted 
reports  to  reflect  the  new  account  structure.   As  a  result,  the 
board  did  not  receive  reports  from  the  trustee  for  April  and 
May.     Board  personnel  indicated  the  June  trustee  statement 
should  have  been  reconciled.    According  to  board  management, 
the  board  plans  to  automate  the  reconciliation  process  so 
discrepancies  will  be  identified  in  a  timely  manner. 


Recommendation  #1 

We  recommend  the  board  establish  controls  to  ensure 
reconciliation  of  the  trustee's  statement  of  assets  held  to 
the  portfolio  management  system. 


Montana  Common  Stock  The  Montana  Common  Stock  Pool  (MontComp)  participants 

Pool  purchase  or  sell  units  in  the  pool  based  on  the  unit  price.   The 

unit  price  reflects  all  assets  within  the  pool  (cash,  receivables, 
STIP,  and  common  stocic)  valued  at  market.    During  our  audit, 
we  found  several  deficiencies  in  MontComp  accounting 
procedures. 

1.     In  June  1990,  the  BOI  systems  analyst  and  an  investment 
officer  converted  the  manual  MontComp  participant 
accounting  system  to  an  automated  system.    Accounting 
personnel  did  not  reconcile  market  value  input  with  output 
upon  conversion.   To  ensure  the  accuracy  and  completeness 
of  the  conversion,  the  data  should  have  been  reconciled  and 
differences  resolved.    As  a  result,  the  MontComp  market 
value  was  understated  by  approximately  $3  million  as  of 
June  30,  1990.    MontComp  participants  may  only  buy  or 
sell  units  on  the  first  business  day  of  the  month.    Therefore, 
participants  transacting  on  July  2,  1990  bought  units  at  an 
artificially  low  price  and  subsequent  sale  will  result  in  an 
incorrect  gain  or  loss  to  those  participants.   The  financial 
statements  reflect  the  correct  market  value. 
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2.  We  found  several  instances  where  the  June  30,  1990  market 
values  used  by  accounting  personnel  did  not  agree  with  an 
outside  source.   Since  the  MontComp  portfolio  value  is 
based  upon  market  value,  an  accurate  market  value  should 
be  recorded  throughout  the  year.    In  fiscal  year  1989-90, 
the  accounting  staff  used  a  report  prepared  by  investment 
staff  for  portfolio  management  purposes.    Investment 
personnel  who  compile  the  report  estimated  the  closing 
market  values  for  some  securities.    As  a  result,  the 
investment  staff  not  only  purchased  but  also  valued  the 
assets  purchased.    Investment  officers  have  a  vested  interest 
in  the  portfolio's  performance.    By  performing  the  two 
incompatible  responsibilities  of  purchasing  and  pricing,  the 
investment  staff  can  effect  the  accounting  for  MontComp 
without  the  accounting  staffs  involvement. 

According  to  a  board  official,  the  report  used  by  accounting 
personnel  is  a  management  tool  intended  to  track  invest- 
ment performance  rather  than  to  provide  accounting  data. 
Accounting  personnel  did  not  verify  the  accuracy  of  market 
values  in  the  report  used  to  value  the  MontComp  pool.    If 
the  accounting  staff  is  going  to  use  the  report  to  value  the 
assets,  the  information  should  be  verified  to  ensure  the 
accuracy  and  validity  of  portfolio  values. 

3.  Board  accountants  maintained  manual  MontComp  records 
until  automating  in  June  1990.   The  manual  records  showed 
MontComp  transactions  and  should  support  the  accounting 
data  recorded  on  the  statewide  budgeting  and  accounting 
system  (SBAS).   Accounting  personnel  did  not  consistently 
reconcile  manual  records  to  SBAS.   The  board  distributes 
income  to  MontComp  participants  on  a  monthly  basis.    A 
monthly  reconciliation  provides  an  effective  control  for 
preventing  or  detecting  errors  and  facilitates  accountability 
to  participants.    Personnel  indicated  a  shortage  of  time  to 
perform  the  reconciliations.    In  prior  years,  the  accounts 
were  reconciled  to  SBAS  on  a  monthly  basis. 

4.  Board  accountants  increased  a  prior  year  MontComp  figure 
used  to  calculate  the  current  asset  value  by  over  $500,000. 
Board  personnel  noted  the  understatement  when  preparing 
the  MontComp  financial  statements,  but  could  not  provide 
support  for  the  specific  difference  in  value.    Personnel 
indicated  the  understatement  may  have  been  caught  had  a 
reconciliation  been  performed  at  the  time  of  conversion. 
The  official  said  accounting  personnel  did  not  have  time  to 
perform  the  reconciliation. 
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The  Board  of  Investments  has  the  statutory  responsibility  to 
manage  and  account  for  investments  on  behalf  of  others.   Subse- 
quent to  our  audit,  board  management  indicated  they  established 
controls  regarding  the  accuracy  of  market  valuations.   Under  the 
new  procedures,  accounting  personnel  now  reconcile  the  report 
used  by  the  investment  staff  as  a  management  tool  to  an  outside 
source  prior  to  the  monthly  participant  buy-ins.   However,  we 
found  no  documentation  of  this  reconciliation. 


Recommendation  #2 

We  recommend  the  board: 

A.  Reconcile  market  prices  used  to  value  securities  and 
document  the  reconciliation  to  its  portfolio 
management  system  prior  to  participant  buy-Ins. 

B.  Reconcile  the  MontComp  subsystem  to  the  state 
accounting  system  and  document  this  reconciliation. 


Custodian  Bank  Fee  The  board  contracts  through  the  Department  of  Administration 

Charges  with  a  New  York  bank  for  certain  services  related  to  transaction 

clearing  and  safekeeping  of  the  marketable  securities  in  its 
portfolios.    Under  the  contract,  the  bank  provides  the  board 
with  an  itemized  statement  for  its  services  each  month.   Section 
17-6-201(7),  MCA,  requires  the  cost  of  administering  and 
accounting  for  each  investment  fund  be  absorbed  by  the  user 
agencies  through  a  reduction  in  the  investment  earnings  paid  to 
those  agencies.    Initial  bids  for  the  recent  custodial  banking 
contract  complied  with  this  provision.   However,  the 
Department  of  Administration,  which  handles  the  treasurer's 
account,  revised  the  bank  proposal  to  change  the  method  of 
payment  from  the  direct  reduction  in  investment  earnings  to 
payment  through  a  compensating  balance  in  the  treasurer's 
account. 
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As  a  result  of  the  change  to  compensating  balances  in  the  bid 
request,  the  bank  raised  its  bid.   The  state  will  pay  $45,000  more 
annually  in  fees  by  using  the  compensating  balance  method.    A 
board  official  said  the  higher  charges  compensate  the  bank  for 
increased  FDIC  insurance  on  higher  account  balances,  bank 
reserve  requirements  on  the  higher  balances,  and  collateral  costs 
required  for  increased  balances.    According  to  the  board 
official,  the  Department  of  Administration  amended  the 
contract  to  continue  using  the  procedure  used  in  previous  years. 
Department  officials  said  the  state  would  have  incurred  some 
additional  costs  under  the  direct  reduction  in  investment 
earnings  method.    According  to  the  officials,  the  department  did 
not  have  time  to  analyze  these  costs  before  implementing  the 
new  three  year  banking  contract.    Prior  to  soliciting  the  next  bid 
for  banking  services,  the  Department  of  Administration  should 
analyze  these  costs  and  draft  contract  terms  that  provide  the 
state  with  the  lowest  possible  costs  for  the  contracted  banking 
services. 


Recommendation  #3 

We  recommeDd  the  Department  of  Adtninistration  develop 
and  implement  contract  terms  that  provide  the  state  with 
the  lowest  possible  costs  for  contracted  banking  services. 


State  Compliance  During  our  audit  we  tested  compliance  with  state  laws  and 

regulations  related  to  the  operations  of  the  board.    We  noted 
several  instances  where  the  board  did  not  comply  with  provi- 
sions of  state  law.   The  following  report  sections  discuss  these 
instances  of  noncompliance. 
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Timely  Deposit  of  Receipts  The  Board  of  Investments  received  a  payment  from  a  bank  on  a 

loan  held  by  BOI.   The  loan  participation  report,  dated  June  18, 
1990,  showed  a  payment  of  $12,055,  but  the  principal  payment 
was  not  recorded  on  SB  AS  until  July  13,  1990.   BOI  personnel 
attributed  the  late  deposit  to  turnover  in  personnel  at  the  fiscal 
year-end  period. 

In  addition,  during  the  audit  we  observed  a  check  that  was 
received  from  the  Montana  Science  and  Technology  Alliance  in 
the  amount  of  $1,705.   Board  personnel  did  not  restrictively 
endorse  the  check  upon  receipt,  or  deposit  the  check  in  a  timely 
manner.   BOI  deposited  the  check  four  days  after  its  initial 
receipt  by  a  state  agency,  and  three  days  after  its  receipt  by  the 
board. 

Section  17-6-105(6),  MCA,  requires  all  money  received  by  a 
state  agency  to  be  deposited  each  day  when  the  collection 
exceeds  $500.    Montana  Operations  Manual  section  1210.10 
states  that  to  secure  assets,  checks  shall  be  restrictively  endorsed 
upon  receipt.    Although  personnel  are  aware  of  the  need  for 
timely  deposits,  BOI  should  inform  personnel  of  the 
requirements  of  the  law. 


Recommendation  #4 

We  recommend  the  board: 


A.  Ensure  cash  receipts  are  deposited  on  a  timely  basis 
in  compliance  with  state  law. 

B.  Restrictively  endorse  checks  upon  receipt. 
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Funds  Held  With  Trustee 


The  Board  of  Investments  had  a  $420,100  balance  with  a  trustee 
bank  at  June  30,  1990  in  an  account  related  to  a  retired  bond 
issue.   Section  17-6-105(2),  MCA,  requires  all  state  agencies  to 
deposit  all  money,  credits,  evidences  of  indebtedness,  and 
securities  with  the  state  treasurer.   Since  the  account  does  not 
relate  to  the  indenture  requirements  of  outstanding  bonds,  the 
money  should  be  deposited  in  the  state  treasury.    According  to  a 
board  official,  the  balance  resulted  from  arbitrage  earnings  prior 
to  the  1986  federal  tax  act.   The  program  specialist  kept  the 
money  in  the  trustee  account  because  he  expressed  concern 
about  the  availability  of  the  money  for  his  program  if  the  funds 
were  placed  in  the  treasury.   These  moneys  should  be  deposited 
in  the  state  treasury  and  invested  in  accordance  with  state  law. 


Recommendation  #5 

We  recommend  the  board  deposit  moneys  not  committed  to 
bond  reserves  in  the  state  treasury  as  required  by  state  law. 


Capital  Appreciation 
Bonds  Value 


The  board  issued  capital  appreciation  bonds  as  part  of  the  1988 
Irrigation  District  Pooled  Loan  Program.   The  capital  apprecia- 
tion bonds  are  sold  at  a  discount  from  face  value.   These  bonds 
increase  in  value  at  a  stated  interest  rate  until  they  reach  face 
value  on  the  redemption  date.   The  board  recorded  these  bonds 
at  original  discounted  value  rather  than  actual  increased  value  as 
of  June  30,  1990.    As  a  result,  long  term  debt  is  understated  and 
fund  balance  is  overstated  by  $180,805  in  the  Enterprise  Fund  at 
June  30,  1990.    Expenses  have  been  understated  by  the  same 
amount  since  the  issuance  of  the  bonds  in  fiscal  year  1988-89. 
Failure  to  show  capital  appreciation  bonds  at  the  appropriate 
value  will  cause  a  $1.29  million  understatement  of  liability  at  the 
time  of  redemption. 


Section  17-1-102,  MCA,  requires  state  agencies  to  input  all 
transactions  necessary  at  the  end  of  the  fiscal  year  to  present  the 
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receipt,  use,  and  disposition  of  all  property  for  which  the 
agency  is  responsible  in  accordance  with  generally  accepted 
accounting  principles.   To  comply  with  generally  accepted 
accounting  principles  the  value  of  liabilities  should  include  the 
amortized  discounts  or  premiums  as  of  the  balance  sheet  date. 
BOI  management  and  accounting  personnel  did  not  realize  these 
bonds  should  be  presented  at  an  increased  value.    A  board 
official  noted  the  1988  Irrigation  District  Pooled  Loan  Program 
has  the  only  capital  appreciation  bonds  issued  by  BOI.   The 
Enterprise  Fund  financial  statements  were  adjusted  to  reflect 
the  increased  value. 


Recommendation  #6 

We  recommend  the  board  record  capital  appreciation  bonds 
in  accordance  with  generally  accepted  accounting 
principles. 


Securities  Commissioner  The  board  issued  industrial  revenue  bonds  valued  at  $60,800,000 

Reports  in  fiscal  year  1989-90  to  finance  the  construction  of  a  coal-fired 

cogeneration  facility  at  Colstrip.   Section  17-5-1506(5),  MCA, 
required  the  board  to  submit  copies  of  all  prospectus  and 
disclosure  documents  connected  with  this  type  of  bond  issue  to 
the  Securities  Commissioner  for  public  inspection.    We  did  not 
find  the  specified  documents  in  the  Securities  Commissioner's 
file  associated  with  the  bond  issue.   The  correspondence  in  the 
file  indicated  the  filings  met  the  reporting  requirements  for 
industrial  revenue  bonds  issued  by  local  government  units. 
Board  management  relied  on  bond  counsel  to  submit  the  proper 
reports. 


Page  13 


Findings  and  Recommendations 


Recommendation  #7 

We  recommend  the  board  submit  documents  associated 
with  bonds  issued  by  the  board  to  the  Securities 
Commissioner  as  required  by  state  law. 
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Summary  of  Indepcn-  The  Independent  Auditor's  reports  issued  on  All  Other  Funds, 

dent  Auditor's  Reports  Short-Term  Investment  Pool,  Montana  Common  Stock  Pool,  and 

the  Enterprise  and  Non-Expendable  Trust  Funds  are  intended  to 
convey  to  the  reader  of  the  financial  statements  the  degree  of 
reliance  which  can  be  placed  on  the  amounts  presented.    The 
reader  may  rely  on  the  fairness  of  the  amounts  presented  on  the 
statements  listed  in  paragraph  one  of  each  of  the  auditor's 
opinions  on  pages  19,  28,  37  and  44  when  analyzing  the  Board 
of  Investments'  activities. 
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LEGISLATIVE  AUDITOR: 
SCOTTA  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


SI  ATE  OF  MONTANA 

Office  of  the  ^fi\i5latittc  ,Aiii>itiu 


STATt  CAPITOL 

HELENA,  MONTANA  59620 

406/1443122 


INDFPF.NDLNT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operntions  and  EDP  Audit 

JAMES  Gil  LETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Investments  Managed  for 
the  Montana  Board  of  Investments,  All  Other  Funds,  as  of  June  30,  1990  and 
1989,  and  the  related  Statement  of  Investment  Income  and  Statement  of  Changes 
in  Investments  Managed  for  the  two  fiscal  years  then  ended.   These  financial 
statements  are  the  responsibility  of  the  Board  of  Investments'  management.   Our 
responsibility  is  to  express  an  opinion  on  these  financial  statements  based  on  our 
audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.   Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement.    An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  statements.    An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  man- 
agement, as  well  as  evaluating  the  overall  financial  statement  presentation.    We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in 
all  material  respects,  the  investments  managed  by  the  Montana  Board  of  Invest- 
ments, All  Other  Funds,  as  of  June  30,  1990  and  1989,  and  its  investment  income 
and  changes  in  its  investments  managed  for  the  fiscal  years  then  ended  in 
conformity  with  generally  accepted  accounting  principles. 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 


November  2,  1990 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ALL  OTHER  FUNDS 

STATEMENT  OF  INVESTMENTS  MANAGED 
JUNE  30,  1990  AND  1989 


1990 


1989 


Investments  managed  at  book  value 
(current  value  of  $2,328,699,695 
in  1990  and  $2,132,006,540  in  1989) 
(Notes  2  and  6) 

Interest  receivable 

Net  unamortized  deferred  losses  on 
bond  swaps  (Note  2) 

Interest  purchased  receivable 
(Note  5) 

Total  Investments  Managed 


$2,300,521,223 
57,200,781 

15,760,906 


1,635,814 


$2,069,889,684 
48,140,169 

17,714,095 

1,258,148 


$2,375,118,724    $2,137,002,096 


STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ALL  OTHER  FUNDS 

STATEMENT  OF  INVESTMENT  INCOME 

FOR  THE  FISCAL  YEARS  ENDED 

JUNE  30,  1990  AND  1989 


1990 


1989 


INCOME: 


Investment  income 
Real ized  gain  on  sales 
Amortization/Accretion 

Total  Income 

EXPENSES: 


$  216,862,866 
5,883,192 
4,342,452 

227,088,510 


$  196,421,468 
5,484,492 
4,511,574 

206,417,534 


Administrative  expenses 
Net  amortization  of  deferred 
losses  on  bond  swaps  (Note  2) 

Total  Expenses 

Net  Investment  Income 


503,064 
1,916,178 


2,419,242 


551,766 


1,945,282 


2,497,048 


$  224,669,268    $  203,920,486 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ALL  OTHER  FUNDS 

NOTES  TO  FINANCIAL  STATEMENTS 
JUNE  30,  1990  AND  1989 

1.  HISTORY  AND  ORGANIZATION 

The  State  of  Montana  Board  of  Investments  (the  Board)  was  created 
by  an  act  of  the  Legislature  as  the  sole  authority  to  invest  and  manage 
state  funds  in  accordance  with  the  laws  and  Constitution  of  the  state 
of  Montana.  The  investments  and  income  therefrom  are  owned  by  various 
state  of  Montana  agencies  and  managed  on  their  behalf  by  the  Board. 

The   Board   operates  under   the   "prudent   expert   principle," 

diversifying  holdings  of  each  fund  to  minimize  risk  of  loss  and 

maximize  rate  of  return.  Common  stock  purchases  are  restricted  to 
pension  funds. 

2.  SUrWARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

Investments 

Investments  are  presented  in  the  Statement  of  Investments  Managed 
at  book  value  (original  cost  adjusted  for  discount  and  premium 
amortization  where  applicable).  Premiums  and  discounts  are  amortized 
using  the  straight-line  method  over  the  life  of  the  securities.  An 
average  life  of  eight  years  is  used  for  amortization  of  mortgage 
discounts. 

Current  values  for  publicly  traded  securities  are  determined 
primarily  by  reference  to  market  prices  supplied  to  the  Board  by 
various  brokerage  houses  and  pricing  services.  The  investments  managed 
relate  principally  to  investments  which  will  be  held  or  otherwise 
disposed  of  at  no  significant  loss  to  the  fund. 

Bond  Swaps 

Bond  swaps  involve  trading  one  security  for  another  security 
having  the  same  par  value  for  the  purpose  of  enhancing  portfolio 
content  and/or  yield.  For  pension  funds,  the  Board  defers  gains  and 
losses  resulting  from  bond  swaps  and  amortizes  such  gains  and  losses 
over  the  shorter  of  the  remaining  life  of  either  the  bonds  sold  or  the 
replacement  bonds  purchased.  As  shown  in  the  accompanying  financial 
statements  the  accumulated  net  unamortized  deferred  loss  on  bond  swaps 
was  $15,760,906  at  June  30,  1990  and  $17,714,095  at  June  30,  1989.  The 
net  amortization  of  the  deferred  losses  on  bond  swaps  for  June  30,  1990 
was  $1,916,178  and  for  June  30,  1989  was  $1,945,282. 

3.  INVESTMENTS  NOT  UNDER  DIRECT  CONTROL 

Land  and  buildings  included  in  the  Investments  Managed  in  the 
accompanying  financial  statements  are  not  under  direct  control  of  the 
Board.   The  agencies  administering  these  assets  maintain  control  and 
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provide  the  Board  with  the  necessary  financial  information.  Net  rental 
income  from  these  buildings  of  $10,594  and  $13,062  for  fiscal  years 
1990  and  1989,  respectively,  is  included  in  the  Investment  Income. 

The  book  value  of  land  and  buildings  included  in  the  Investments 
Managed  in  the  accompanying  financial  statements  was  $225,468  at  June 
30,  1990  and  $233,641  at  June  30,  1989. 

4.  SECURITIES  LENDING 

The  Board  has  an  agreement  with  The  Chase  Manhattan  Bank  (Chase) 
whereby  Chase  would  loan  to  other  entities  securities  managed  by  the 
Board.  During  the  period  the  securities  are  on  loan,  the  Board 
receives  a  fee  and  Chase  must  maintain  collateral  equal  to  102  percent 
of  the  market  value  of  the  securities  loaned.  The  Board  retains  all 
rights  and  risks  of  ownership  during  the  loan  period.  Included  in 
interest  income  in  the  accompanying  financial  statements  is  $304,184 
for  fiscal  year  1990  and  $250,364  for  fiscal  year  1989  of  income  from 
securities  lending  activities.  At  June  30,  1990  approximately 
$141,994,621  and  at  June  30,  1989  approximately  $144,418,427  of 
securities  included  in  these  financial  statements  had  been  loaned  by 
Chase  to  other  entities. 

5.  PURCHASED  INTEREST  RESTATEMENT 

The  June  30,  1989  interest  purchased  receivable  was  restated  from 
$1,254,105  to  $1,258,148  to  reflect  $4,043  in  mortgage  purchased 
interest  previously  omitted  from  the  statements.  This  change  also 
resulted  in  the  restatement  of  total  assets  managed  as  of  June  30,  1989 
from  $2,136,998,053  to  $2,137,002,096. 

6.  INVESTMENT  RISK  CATEGORIES: 

State  of  Montana  investments  are  categorized  to  give  an  indication 
of  the  level  of  risk  assumed  at  June  30,  1990  and  June  30,  1989. 
Category  1  includes  investments  that  are  insured  or  registered  or 
securities  that  are  held  by  the  entity  or  its  agent  in  the  entity's 
name.  Category  2  includes  uninsured  and  unregistered,  with  securities 
held  by  the  counterparty  trust  department  or  agent  in  the  entity's 
name. 

Long-term  investments  are  carried  at  book  value  and  short-term 
investments  are  carried  at  original  cost. 
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LEGISLATIVE  AUDITOR: 
SCOTT  A. SEACAT 

LEGAL  COUNSEL: 

JOHN  W.  NORTHEY 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Net  Asset  Value  for  the 
Montana  Board  of  Investments,  Short-Term  Investment  Pool,  as  of  June  30,  1990 
and  1989,  and  the  related  Statement  of  Changes  in  Net  Asset  Value  and  Statement 
of  Investment  Income  and  Distributions  for  the  two  fiscal  years  then  ended. 
These  financial  statements  are  the  responsibility  of  the  Board  of  Investments' 
management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.   Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement.   An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  statements.    An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluating  the  overall  financial  statement  presentation.    We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in 
all  material  respects,  the  net  asset  value  of  the  Montana  Board  of  Investments, 
Short-Term  Investment  Pool,  as  of  June  30,  1990  and  1989,  and  its  investment 
income  and  distributions  and  changes  in  its  net  asset  value  for  the  fiscal  years  then 
ended  in  conformity  with  generally  accepted  accounting  principles. 

Respectfully  submitted. 


James  Gillett,  CPA 
Deputy  Legislative  Auditor 


November  2,  1990 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
SHORT-TERM  INVESTMENT  POOL 

STATEMENT  OF  NET  ASSET  VALUE 
JUNE  30,  1990  AND  1989 


1990  1989 


Assets 

Cash  $     36,918     $     10,488 

Accounts  receivable  64,001  30 

Interest  receivable  (Note  5)  2,724,923       3,172,087 

Receivable  from  Participants  35,670  0 

Investments  managed  at  amortized 

cost  (Approximate  market  value 

of  $657,294,642  in  1990  and 

$679,281,995  in  1989)  (Note  5)        657,302,467     678,865,272 

Total  Assets  660,163,979     682,047,877 

Liabilities 

Advances 

Accounts  Payable 
Income  due  participants 

Total  Liabilities 

Net  asset  value 


Units  outstanding 
Unit  value 


31,800 

46,279 

0 

0 

0 

144,977 

78,079 

144,977 

$660,085,900 

$681 

,902,900 

6,600,859 

$       100 

$ 

6 

,819,029 
100 

The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
SHORT-TERM  INVESTMENT  POOL 

STATEMENT  OF  CHANGES  IN  NET  ASSET  VALUE 

FOR  THE  FISCAL  YEARS  ENDED 

JUNE  30,  1990  and  1989 


1990  1989 


Net  asset  value,  beginning  of  year  $  681,902,900  $  617,321,200 
Value  of  units  purchased  by 

participants  1,600,067,000  1,093,079,100 

Value  of  units  sold  by  participants  (1,621,884,000)  (1,028,497,400) 

Net  asset  value,  end  of  year  $  660,085,900  $  681,902,900 


STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
SHORT-TERM  INVESTMENT  POOL 

STATEMENT  OF  INVESTMENT  INCOME  AND  DISTRIBUTION 

FOR  THE  FISCAL  YEARS  ENDED 

JUNE  30,  1990  AND  1989 


1990  1989 


Investment  income  $57,035,581  $54,649,756 

Administrative  expenses  (410,747)  (487,968) 

Income  purchased  by  participants  4,643,086  2,965,326 
Income  due  participants, 

beginning  of  year  144,977  151,119 

Income  available  for  distribution  61,412,897  57,278,233 

Income  distribution  on  units  sold  5,190,380  2,956,295 

Distribution  56,258,187  54,176,961 

Total  distribution  61,448,567  57,133,256 

Income  due  participants,  end  of  year 

(Receivable  from  participants)  $   (35,670)  $   144,977 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTHENTS 
SHORT-TERM  INVESTMENT  POOL 

NOTES  TO  FINANCIAL  STATEMENTS 
JUNE  30,  1990  AND  1989 


1.  HISTORY  AND  ORGANIZATION 

The  State  of  Montana  Board  of  Investments  (the  Board)  was  created 
by  an  act  of  the  Legislature  to  invest  and  manage  the  state  of 
Montana's  investment  funds  on  a  centralized  basis. 

The  purpose  of  STIP  is  to  obtain  the  highest  possible  return,  yet 
maintain  a  highly  liquid  position  whereby  funds  may  be  invested  for 
relatively  short  periods,  one  day  or  more,  depending  upon  the 
participant's  anticipated  use  of  the  funds.  The  investments  and  the 
income  from  STIP  are  owned  by  the  participants  as  they  purchase  units 
and  are  managed  on  their  behalf  by  the  Board. 

2.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  STIP  unit  value  is  fixed  at  $100.  The  total  price  to  buy  or 
sell  a  unit  is  $100  plus  income  accrued  per  unit  since  the  last 
distribution.  During  fiscal  years  1990  and  1989  income  was  distributed 
on  the  last  business  day  of  each  month.  Effective  June  30,  1990,  the 
STIP  distribution  is  determined  as  of  the  last  calendar  day  of  each 
month.  Participants  have  the  option  of  having  the  income  automatically 
reinvested  in  additional  units. 

A  unit  purchased  by  a  participant  begins  accruing  income  on  the 
day  it  is  purchased  and  ceases  to  accrue  income  on  the  day  before  the 
unit  is  sold.  Participants  who  sell  units  between  distribution  dates 
receive  the  respective  investment  income  in  the  total  price  of  the  unit 
on  the  date  of  sale. 

Administrative  expenses  incurred  by  the  Board  are  charged  to  STIP 
daily  based  on  the  Board's  expenses  applicable  to  STIP. 

The  STIP  investment  portfolio  represents  securities  with  a 
maturity  of  less  than  one  year.  The  portfolio  is  carried  at  amortized 
cost  or  book  value. 

3.  SECURITIES  LENDING 

The  Board  has  an  agreement  with  The  Chase  Manhattan  Bank  (Chase) 
whereby  Chase  would  loan  to  other  entities  securities  managed  by  the 
Board.  During  the  period  the  securities  are  on  loan,  the  Board 
receives  a  fee  and  Chase  must  maintain  collateral  equal  to  102  percent 
of  the  market  value  of  the  securities  loaned.  The  Board  retains  all 
rights  and  risks  of  ownership  during  the  loan  period.  Security  lending 
income  totaled  $65,127  for  the  year  ended  June  30,  1990  and  $190,766 
for  the  year  ended  June  30,  1989.  Subsequent  to  the  June  30,  1990  year 
end  an  error  in  the  March  1990  security  lending  income  distribution  was 
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discovered.  This  error  resulted  in  an  additional  $1,683  in  security 
lending  income  available  to  the  pool  for  distribution  in  September 
1990.  At  June  30,  1990  and  June  30,  1989,  respectively,  $24,513,338 
and  $35,006,322  in  securities  were  loaned  by  Chase  to  other  entities. 

4.    INVESTWENT  RISK  CATEGORIES 

State  of  Montana  investments  are  categorized  below  to  give  an 
indication  of  the  level  of  risk  assumed  at  June  30,  1990  and  June  30, 
1989.  Category  1  includes  investments  that  are  insured  or  registered 
or  securities  that  are  held  by  the  entity  or  its  agent  in  the  entity's 
name.  Category  2  includes  uninsured  and  unregistered,  with  securities 
held  by  the  counterparty  trust  department  or  agent  in  the  entity's 
name. 


June  30,  1990 

Carrying  Market 

Investment  Type       Category  1    Category  2  Amount  Value 

Bankers'  Acceptances     $286,451,639   $        0  $286,451,639  $286,527,192 

Commercial  Paper         176,624,463           0  176,624,463  176,666,070 

Corporate  Obligations     80,980,070           0  80,980,070  80,893,430 
Montana  Certificates 

of  Deposits             1,500,000           0  1,500,000  1,500,000 

Government  Securities     69,532,957    24,513,338  94,046,295  94,007,950 

Repurchase  Agreements     17,700,000   0  17,700,000  17,700,000 

$632,789,129   $24,513,338*  $657,302,467  $657,294,642 


June  30,  1989 

Carrying  Market 

Investment  Type       Category  1    Category  2  Amount  Value 

Bankers'  Acceptances     $361,982,068   $        0  $361,982,068  $362,076,433 

Commercial  Paper         80,990,124           0  80,990,124  81,011,385 

Corporate  Obligations     64,997,445           0  64,997,445  65,066,931 
Montana  Certificates 

of  Deposits             3,800,000           0  3,800,000  3,800,000 

Government  Securities     79,364,313    35,006,322  114,370,635  114,602,246 

Repurchase  Agreements     52,725,000   0  52,725,000  52,725,000 

$643,858,950   $35,006,322**  $678,865,272  $679,281,995 


*  At  June  30,  1990,  these  securities  with  a  market  value  of 
$24,506,900  were  loaned  under  a  security  lending  agreement  with 
the  state's  agent. 

**  At  June  30,  1989,  these  securities  with  a  market  value  of 
$35,040,821  were  loaned  under  a  security  lending  agreement  with 
the  state's  agent. 
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5.  RESTATEMENTS 

The  STIP  portfolio  carrying  value  as  of  June  30,  1989  has  been 
restated  from  a  total  carrying  amount  of  $671,920,309  to  $678,865,272. 
This  restatement  reflects  the  change  in  reporting  the  portfolio  at  cost 
to  amortized  cost  or  book  value.  The  interest  receivable  as  of  June 
30,  1989  has  also  been  restated  from  $10,117,050  to  $3,172,087.  This 
change  relates  to  reporting  the  portfolio  at  amortized  cost  or  book 
value  by  eliminating  the  receivable  for  discount  accretion. 

6.  PORTFOLIO  DETAIL  REPORTS 

Portfolio  detail  reports  are  available  from  the  Board  of 
Investments  upon  request. 
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LEGISLATIVE  AUDITOR: 
SCOTT  A.  SEACAT 

LEGAL  COUNSEL: 

JOHN  W.  NORTHEY 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Statement  of  Net  Asset  Value  for  the 
Montana  Board  of  Investments,  Montana  Common  Stock  Pool,  as  of  June  30,  1990 
and  1989,  and  the  related  Statement  of  Changes  in  Net  Asset  Value  and  Statement 
of  Investment  Income  and  Distributions  for  the  two  fiscal  years  then  ended. 
These  financial  statements  are  the  responsibility  of  the  Board  of  Investments' 
management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.   Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement.    An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  statements.    An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluating  the  overall  financial  statement  presentation.    We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in 
all  material  respects,  the  net  asset  value  of  the  Montana  Board  of  Investments, 
Montana  Common  Stock  Pool,  as  of  June  30,  1990  and  1989,  and  its  investment 
income  and  distributions  and  changes  in  its  net  asset  value  for  the  fiscal  years  then 
ended  in  conformity  with  generally  accepted  accounting  principles. 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 

November  2,  1990 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
MONTANA  COrtlON  STOCK  POOL 

STATEMENT  OF  NET  ASSET  VALUE 
JUNE  30,  1990  AND  1989 


1990  1989 


Assets 

Cash 

Dividend  receivable 

Interest  receivable 

Investments  managed  at  current  value 

(Cost  of  $247,879,990  in  1990  and 

$189,991,182  in  1989) 

Total  Assets 

Liabilities 

Loan  Payable 
Income  due  participants 
Broker  payable  for  securities 
purchased  but  not  received 

Total  Liabilities 

Net  asset  value 

Units  outstanding 
Unit  value 


$     21,702 

$         0 

985,940 

819,696 

777 

12,482 

371,374,294 

295,977,126 

372,382,713 

296,809,304 

64,001 
300,314 

0 

196,278 

1,941,500 

0 

2,305,815 

196,278 

$370,076,898 

$296 

,613,026 

138,245 
2,677 

122,531 
2,421 

STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
MONTANA  COWON  STOCK  POOL 

STATEMENT  OF  CHANGES  IN  NET  ASSET  VALUE 
FOR  FISCAL  YEARS  ENDED 
JUNE  30,  1990  AND  1989 


1990  1989 


Net  asset  value,  beginning  of  year 
Value  of  units  purchased  by 

participants 
Ualue  of  units  sold  by  participants 
Changes  in  current  value  of 

investments  managed 

Net  asset  value,  end  of  year 


$296,613,026 

$255,895,365 

40,012,264 
0 

7,883,088 
(6,426) 

33,451,608 

32,840,999 

$370,076,898 

$296,613,026 

The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
MONTANA  COftlON  STOCK  POOL 

STATEMENT  OF  INVESTMENT  INCOME  AND  DISTRIBUTIONS 

FOR  THE  FISCAL  YEARS  ENDED 

JUNE  30,  1990  AND  1989 


1990  1989 


Investment  income  $15,316,303  $13,916,229 

Administrative  expenses  (252,908)       (234,074) 
Income  due  participants, 

beginning  of  year  196,278         32,935 

Income  available  for  distribution  15,259,673      13,715,090 

Distribution  (Note  2)  (14,959,359)  (13,518,812) 

Income  due  participants,  end  of  year   $   300,314  $   196,278 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
MONTANA  C0W10N  STOCK  POOL 

NOTES  TO  FINANCIAL  STATEMENTS 
JUNE  30,  1990  AND  1989 

1.  HISTORY  AND  ORGANIZATION 

The  State  of  Montana  Board  of  Investments  (the  Board)  was  created 
by  an  act  of  the  Legislature  to  invest  and  manage  the  state  of 
Montana's  investment  funds  on  a  centralized  basis.  The  Montana  Common 
Stock  Pool  (Montcomp)  was  created  to  allow  smaller  retirement  funds 
the  opportunity  to  participate  in  the  equity  market  via  a  diversified 
pool . 

Montcomp  was  created  as  of  July  1,  1980  by  the  transfer  of  all 
common  stock  owned  by  the  Public  Employees'  Retirement  System, 
Teachers'  Retirement  System,  and  other  funds  into  Montcomp. 

2.  SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  Public  Employees'  Retirement  System  and  the  Teachers' 
Retirement  System  transferred  virtually  all  stock  owned  into  Montcomp 
at  the  start-up  date  and  were  issued  units  according  to  the  market 
value  of  their  contribution,  retaining  their  original  total  cost  basis. 

The  initial  unit  value  as  of  July  1,  1980  was  $1,000.  Unit  values 
thereafter  are  calculated  once  a  month  at  the  close  of  the  last 
business  day  of  the  month  based  upon  the  market  value  of  the  Montcomp 
equity  holdings  and  other  assets.  Participants  may  only  buy  or  sell 
units  on  the  first  business  day  of  each  month. 

During  fiscal  year  1990,  Montcomp  distributed  to  each  participant 
investment  income  on  the  last  business  day  of  each  month.  Effective 
June  30,  1990,  the  Montcomp  distribution  is  determined  as  of  the  last 
calendar  day  of  each  month.  This  distribution  is  based  on  the  full 
accrual  basis  so  that  all  dividends  and  interest  accrued  during  the 
month  are  returned  to  the  participants  based  on  the  number  of  their 
units  outstanding. 

3.  SECURITIES  LENDING 

The  Board  has  an  agreement  with  The  Chase  Manhattan  Bank  (Chase) 
to  loan  other  entities  securities  managed  by  the  Board.  During  the 
period  the  securities  are  on  loan,  the  Board  receives  a  fee  and  Chase 
must  maintain  collateral  equal  to  102  percent  of  the  market  value  of 
the  securities  loaned.  The  Board  retains  all  rights  and  risks  of 
ownership  during  the  loan  period.  Included  in  investment  income  in  the 
accompanying  financial  statements  is  $9,985  for  the  year  ended  June 
30,  1990  and  $9,529  for  the  year  ended  June  30,  1989  of  income  from 
securities  lending  activities.  Subsequent  to  the  June  30,  1990  year 
end,  an  error  in  the  March  1990  security  lending  income  distribution 
was  discovered.  This  error  resulted  in  an  additional  $1,165  in 
security  lending  income  available  to  the  pool  for  distribution  in 


year  end  1990  approximately  $1,865,675  and  at  fiscal  year  end  1989 
approximately  $1,868,484  of  securities  included  in  these  financial 
statements  had  been  loaned  by  Chase  to  other  entities. 

4.   INVESTMENT  RISK  CATEGORIES 

State  of  Montana  investments  are  categorized  below  to  give  an 
indication  of  the  level  of  risk  assumed  at  June  30,  1990  and  June  30, 
1989.  Category  1  includes  investments  that  are  insured  or  registered 
or  securities  that  are  held  by  the  entity  or  its  agent  in  the  entity's 
name.  Category  2  includes  uninsured  and  unregistered,  with  securities 
held  by  the  counterparty  trust  department  or  agent  in  the  entity's 
name. 


June  30,  1990 


Investment  Type 


STIP 


Category  1 

Category  2 
$1,865,675* 

Carrying 
Amount 

Market 
Value 

$197,874,315 
48,140,000 

$199,739,990 
48,140,000 

$247,879,990 

$323,234,294 
48,140,000 

$246,014,315 

$1,865,675 

$371,374,294 

June  30,  1989 


Investment  Type 

Category  1 

$129,476,698 
58,646,000 

$188,122,698 

Category  2 
$1,868,484** 

Carrying 
Amount 

Market 
Value 

Corporate  Stocks 
STIP 

$131,345,182 
58,646,000 

$189,991,182 

$237,331,126 
58,646,000 

$1,868,484 

$295,977,126 

*  At  June  30,  1990,  these  securities  with  a  market  value  of  $218,750 
were  loaned  under  a  security  lending  agreement  with  the  state's 
agent. 

**  At  June  30,  1989,  these  securities  with  a  market  value  of 
$3,424,462  were  loaned  under  a  security  lending  agreement  with  the 
state's  agent. 

5.   PORTFOLIO  DETAIL  REPORTS 

Portfolio  detail   reports  are   available  from  the  Board  of 
Investments  upon  request. 
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Independent  Auditor's  Report  & 

Enterprise  and  Non-Expendable 

Trust  Funds  Financial  Statements 
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LEGISLATIVE  AUDITOR: 
SCOTTA.  SEACAT 

LEGAL  COUNSEL: 

JOHNW.  NORTHEY 


STATE  OF  MONTANA 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/444-3122 


INDEPENDENT  AUDITOR'S  REPORT 


DEPUTY  LEGISLATIVE  AUDITORS: 

MARY  BRYSON 
Operations  and  EDP  Audit 

JAMES  GILLETT 
Financial-Compliance  Audit 

JIM  PELLEGRINI 
Performance  Audit 


The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  financial  statements  of  the  Enterprise 
Fund  and  Non-Expendable  Trust  Funds  of  the  Montana  Board  of  Investments,  as 
of  and  for  the  fiscal  year  ended  June  30,  1990,  as  shown  on  pages  45  through  57. 
These  financial  statements  are  the  responsibility  of  the  Board  of  Investments' 
management.   Our  responsibility  is  to  express  an  opinion  on  these  financial 
statements  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing 
standards.    Those  standards  require  that  we  plan  and  perform  the  audit  to  obtain 
reasonable  assurance  about  whether  the  financial  statements  are  free  of  material 
misstatement.    An  audit  includes  examining,  on  a  test  basis,  evidence  supporting 
the  amounts  and  disclosures  in  the  financial  statements.   An  audit  also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by 
management,  as  well  as  evaluating  the  overall  financial  statement  presentation.    We 
believe  that  our  audit  provides  a  reasonable  basis  for  our  opinion. 

In  our  opinion,  the  financial  statements  referred  to  above  present  fairly,  in 
all  material  respects,  the  financial  position  of  the  Montana  Board  of  Investments  as 
of  June  30,  1990,  and  the  results  of  operations  and  the  changes  in  financial 
position  of  its  Enterprise  and  Non-Expendable  Trust  Funds  for  the  fiscal  year 
then  ended  in  conformity  with  generally  accepted  accounting  principles. 

Respectfully  submitted, 

James  Gillett,  CPA 
Deputy  Legislative  Auditor 

November  2,  1990 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ENTERPRISE  FUND 

BALANCE  SHEET  AS  OF  JUNE  30,  1990 


Assets 

Current: 

Cash  in  Treasury 
Cash  with  Fiscal  Agent 
Interest  Receivable 
Short  Term  Investments 
Due  from  Other  Funds 
Prepaid  Expenses 

Total  Current 

Long  Term: 
Notes/Loan  Receivable 
Investments 

Capitalized  Cost  of  Issue 
Equipment 
Accumulated  Depreciation 

Total  Long  Term 

TOTAL  ASSETS 

Liabilities 

Current: 

Accounts  Payable 
Due  to  Other  Funds 
Accrued  Expenses 
Accrued  Interest  Payable 
Current  Notes/Bonds  Payable 

Total  Current 

Long  Term: 
Bonds  Payable 
Compensated  Absences 
Deferred  Cost  of  Issue  Recovery 

Total  Long  Term 

Total  Liabilities 

Retained  Earnings 

TOTAL  LIABILITIES  &  RETAINED  EARNINGS 


25,575 

556,778 

372,173 

15,449,478 

252 

213 

16,404,569 


18,663,421 

1,970,908 

686,360 

42,793 

(24,292) 

21,339,190 

$37,743,759 


$ 


8,485 

17,496 

3,230 

1,217,273 

23,549,114 

24,795,598 


11,294,519 

10,725 

305,308 

11,610,552 

36,406,150 


1,337,609 


$37,743,759 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ENTERPRISE  FUND 

STATEMENT  OF  REVENUES, 

EXPENSES,  AND  CHANGES  IN  RETAINED  EARNINGS 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1990 


Revenue 

Bond  Issue  Fee  $  181,541 

Investment  Earnings  2,690,534 

Cost  of  Issue  Recovery  88,771 

Total  Revenue  2,960,846 
Expenses 

Personal  Services  94,645 

Contracted  Services  32,715 

Supplies  and  Materials  4,610 

Communications  18,779 

Travel  6^516 

Rent  15,322 

Repair  and  Maintenance  512 

Indirect/Administrative  &  Other  Costs                   11,240 

Depreciation  5,454 

Debt  Service  3,478!659 

Total  Expenses  3,668,452 

Net  Loss  (707,606] 

Retained  Earnings  July  1,  1989                       1,570,128 

Prior  Period  Adjustment  475,087 

Adjusted  Retained  Earnings  July  1,  1989  2,045,215 

Retained  Earnings  June  30,  1990                $1,337,609 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ENTERPRISE  FUND 

STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1990 


Sources  of  Working  Capital 

Operations: 
Net  Loss 
Depreciation 
Cost  of  Issuance 
Compensated  Absences 

Total  From  Operations 

Other: 
Investments 
Bonds  Payable 

Addition  to  Fund  Equity  Due  to 
Prior  Period  Adjustment 
Total  From  Other 

Total  Sources  of  Working  Capital 

Uses  of  Working  Capital 

Loans 

Equipment 

Recognition  of  Deferred  Cost  of  Issue 

Total  Uses  of  Working  Capital 

NET  INCREASE  IN  WORKING  CAPITAL 


$  (707,606) 
5,454 
12,250 
5,362 
(684,540) 

260,277 
4,769,519 

475,087 
5,504,883 

4,820,343 

4,560,062 

3,517 

24,300 

4,587,879 

$  232,454 


Elements  of  Net  Increase  in  Working  Capital 

Cash  in  Treasury 
Cash  with  Fiscal  Agent 
Interest  Receivable 
Short  Term  Notes 
Due  from  Other  Funds 
Short  Term  Investments 
Prepaid  Expenses 
Accounts  Payable 
Due  to  Other  Funds 
Accrued  Expenses 
Accrued  Interest  Payable 
Bonds  Payable 

NET  INCREASE  IN  WORKING  CAPITAL 


$ 


22,849 
(712,969) 
(14,357) 
(30,000) 
247 
(7,833,591) 
105 
(6,933) 
(13,840) 
(2,942) 
(148,205) 
8,972.100 


$  232,464 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
NON-EXPENDABLE  TRUST  FUND 

BALANCE  SHEET  AS  OF  JUNE  30,  1990 


Assets 

Montana 
In-State 
Investment 

Loan 

Loss 

Reserve 

Current: 

Cash  in  Treasury 
Interest  Receivable 
Due  from  Other  Funds 
Investments 

$   453,956 

554,372 

12,806 

30,363,558 

$  4,208 

0 

204 

407,000 

Total  Current 

31,384,692 

411,412 

Long-Term: 
Notes/Loans  Receivable 

35,996,453 

0 

Total  Long-Term 

35,996,453 

0 

TOTAL  ASSETS 

$67,381,145 

$411,412 

Liabilities  and  Fund  Balance 

Current: 

Due  to  Other  Funds 

$   665,761 

1,624 

Total  Current 

665,761 

$  1,624 

Fund  Balance  Reserved 

66,715,384 

409,788 

TOTAL  LIABILITIES 
AND  FUND  BALANCE 

$67,381,145 

$411,412 

The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
NON-EXPENDABLE  TRUST  FUND 

STATEMENT  OF  REVENUES,  EXPENSES,  AND 

CHANGES  IN  FUND  BALANCE 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1990 


Montana  Loan 

In-State  Loss 

Investment  Reserve 


Revenue 


Application  Fees  $        0  $  70,719 

Investment  Earnings  5,511,520  30,545 

Total  Revenue  5,511,520  101,264 

Expenses 

Administrative  57,995 

Total  Expenses 

Income  Before  Transfers 

Operating  Transfers  In 
Operating  Transfers  Out 

Net  Income 

Fund  Balance  July  1,  1989 

Fund  Balance  June  30,  1990 


57,995 

0 

5,453,525 

101,264 

8,778,470 
(5,435,438) 

0 
0 

8,796,557 

101,264 

57,918,827 

308,524 

$66,715,384 

$409,788 

The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
NON-EXPENDABLE  TRUST  FUND 

STATEMENT  OF  CHANGES  IN  FINANCIAL  POSITION 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1990 


Sources  of  Working  Capital 

Operations: 
Net  Income 

Total  Sources 

Uses  of  Working  Capital 

Loans  Receivable  7,227,363 

Total  Uses  7,227,363 


Montana 

Loan 

In-State 

Loss 

Investment 

Reserve 

$8,796,557 

$101,264 

8,796,557 

101,264 

Net  Increase  in  Working  Capital       $1,569,194         $101,264 

Elements  of  Net  Increase 
in  Working  Capital 

Cash  on  Hand 

Cash  in  Treasury 

Interest  Receivable 

Due  from  Other  Funds 

Investments 

Due  to  Other  Funds 

Property  Held  in  Trust 


1,225 

0 

(525,045) 
235,362 
(221,513) 
2,305,358 

(45,091) 
(51) 
(3,782) 
149,700 

(226,193) 

0 

713 
(225) 

Net  Increase  in  Working  Capital       $1,569,194         $101,264 


The  accompanying  notes  are  an  integral  part 
of  these  financial  statements. 
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STATE  OF  MONTANA  BOARD  OF  INVESTMENTS 
ENTERPRISE  AND  NON-EXPENDABLE  TRUST  FUNDS 

NOTES  TO  THE  FINANCIAL  STATEMENTS 
FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  1990 


1.   SUWIARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

a.  Basis  of  Accounting 

The  State  of  Montana  Board  of  Investments  {the  Board)  uses  the 
accrual  basis  of  accounting  for  the  Enterprise  and  Non-Expendable  Trust 
Funds.  Under  the  accrual  basis  of  accounting,  expenses  are  recorded 
when  incurred  and  revenues  are  recorded  when  earned. 

The  financial  statements  are  prepared  from  the  Statewide  Budgeting 
and  Accounting  System  (SBAS)  with  adjustments  and  information 
contained  in  the  bond  trustee  statements.  The  statements  include  the 
financial  activity  administered  by  the  Board  in  the  Enterprise  and  Non- 
Expendable  Trust  Funds. 

b.  Presentation  of  Funds  and  Programs 

For  financial  reporting  purposes,  the  Board  has  two  funds,  the 
Enterprise  and  the  Non-Expendable  Trust. 

Enterprise  Fund: 

The  Board  uses  the  Enterprise  Fund  to  account  for  its  development 
finance  programs  which  include  municipal  financing  for  local 
governments  and  long-term  fixed-rate  financing  for  businesses. 

The  following  programs  are  considered  municipal  finance 
activities: 

The  Montana  Cash  Anticipation  Financing  (MCAF)  program 
provides  tax  anticipation  financing  to  local  governments. 

The  Intermediate  Term  Capital  Pool  (INTERCAP)  program 
provides  funds  to  local  governments  to  finance  capital 
expenditures  for  up  to  five  years. 

The  Industrial  Development  Bond  Program  (IDB),  the  only  business 
finance  program,  provides  funds  to  purchase  economic  development 
loans. 

During  fiscal  year  1990  the  Enterprise  Fund  developed  the 
Conservation  Reserve  Enhancement  Program.  This  program  provides 
immediate  funds  to  Montana  farmers  by  purchasing  the  farmers' 
Agriculture  Stabilization  and  Conservation  Services  annuities.  On  June 
30,  1990  this  program  had  22  participants  with  loan  balances  of  $4.9 
million.   These  loans  were  funded  by  Bond  Anticipation  Notes  (BANs) 
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purchased  by  the  Montana  In-State  Investment  Program.  The  BANs  carry  a 
December  31,  1990  maturity  date  and  will  be  converted  to  a  separate 
bond  issue. 

Non-Expendable  Trust  Fund: 

The  Montana  In-State  Investment  Fund  (MISIF)  represents  a  portion 
of  the  constitutionally  dedicated  Coal  Tax  Trust  Fund  made  up  from 
deposits  of  a  portion  of  coal  severance  taxes  collected.  Initiative 
95,  passed  by  voters  in  November  1982,  stated  that  25  percent  of  the 
funds  deposited  in  the  Coal  Tax  Trust  Fund  will  be  invested  in  Montana. 
As  a  result,  MISIF  was  created  as  a  Non-Expendable  Trust  Fund.  During 
fiscal  year  1990,  $8,778,470  of  coal  severance  tax  collections  were 
transferred  to  MISIF. 

The  interest  earnings  of  MISIF  were  appropriated  by  the 
legislature  to  MISIF  and  the  general  fund.  The  allocation  of  interest 
for  fiscal  year  1990  was  100  percent  to  the  general  fund.  The  Loan 
Loss  Reserve  Fund  (LLRF)  is  used  to  protect  MISIF  from  losses. 

c.  Fixed  Asset  Depreciation 

The  equipment  fixed  assets  recorded  in  the  Enterprise  Fund  are 
depreciated  on  a  straight-line  basis,  with  salvage  value,  in  accordance 
with  state  policy. 

d.  Receivables 

The  Enterprise  Fund  notes/loan  receivables  of  $18,663,421 
represent  loans  made  to  Montana  local  governments. 

The  Non-Expendable  Trust  Fund  notes/loan  receivables  of 
$35,995,453  include  commercial  loans  made  from  the  Montana  In-State 
Investment  Fund.  Historically,  in  both  funds,  there  have  been  no 
uncollectible  account  balances. 

2.   INVESTMENTS 

The  deposits  and  investments  in  the  Enterprise  Fund  are  restricted 
by  the  bond  trust  indentures  to  the  following:  government  and  agency 
obligations,  certificates  of  deposits,  repurchase  agreements,  and 
investment  agreements.  Deposits  and  investments  in  the  other  funds 
must  be  made  with  Montana  banks  or  in  the  Short-Term  Investment  Pool 
(STIP)  administered  by  the  Board.  The  deposits  and  investments  are 
combined  on  the  Board's  financial  statements. 

The  Board's  investments  in  the  Enterprise  and  Non-Expendable  Trust 
Funds  are  classified  as  to  credit  risk  by  Category  1  which  includes 
insured  or  registered,  or  securities  held  by  the  entity  or  its  agent  in 
the  entity's  name. 
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Short-Term  Investments 
June  30,  1990 


Non-Expendable  Trust 
Fund  (LLRF) 
Investment  in  STIP 

Total 

TOTAL  SHORT  TERM  INVESTMENTS 


Category  1 

$  2,514,430 
0 

Carrying 
Value 

Market 
Value 

Enterprise  Fund 
Government  Securities 
Investment  in  STIP/ 
Mutual  Fund 

$  2,514,430 
12,935,048 

$2,514,430 
12,935,048 

Total 

2,514,430 

15,449,478 

15,449,478 

Non-Expendable  Trust 
Fund  (MISIF) 
Investment  in  STIP 
Bond  Anticipation  Notes 

0 

4,966,758 

25,396,800 
4,966,758 

25,396,800 
4,966,760 

Total 

4,966,758 

30,363,558 

30,353,560 

$7,481,188 


407,000 


407,000 


$46,220,036 


407,000 


407,000 


$46,220,038 


Enterprise  Fund 
Government  Securities 

TOTAL  LONG-TERM  INVESTMENTS 


Long-Term  Investments 
June  30,  1990 

Category  1 

Carrying 
Value 

Market 
Value 

$1,970,908 
$1,970,908 

$1,970,908 
$1,970,908 

$2,158,274 
$2,158,274 
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3.   BOND  ISSUES 

a.   Pooled  Industrial  Revenue  Bonds 

The  Board  issues  bonds  for  the  Enterprise  Fund  for  the  purpose  of 
providing  funds  to  purchase  economic  development  loans  in  the  state  of 
Montana.  These  bonds  are  limited  obligations  of  the  Board  payable 
solely  from  and  secured  by  revenues  and  assets  assigned  to  the  Board. 

Included  within  the  revenues  and  assets  of  the  fund  are  the 
amounts  deposited  in  the  fund's  Capital  Reserve  Account.  If  the 
balance  in  the  reserve  account  falls  below  the  amount  established  by 
the  indenture,  the  Governor  is  required  to  request  that  the  Legislature 
appropriate  funds  to  restore  the  balance.  The  Legislature  may,  but  is 
not  legally  obligated  to,  appropriate  funds  to  correct  any  deficiency. 

The  schedule  of  bond  payments  as  of  June  30  for  the  next  five 
years  is  as  fol lows: 

Bond  Issue        1991      1992     1993     1994      1995    Thereafter 


1984  Series  A-G     $100,000  $120,000  $125,000  $140,000  $155,000  $2,655,000 

1985  Series  A-L*     90,000    90,000   105,000   105,000   125,000   2,715,000 

TOTAL         $190,000  $210,000  $230,000  $245,000  $280,000  $5,370,000 
*    Excluding  Series  B  &  J,  previously  retired. 

b.  Stand-Alone  Industrial  Revenue  Bonds 

In  this  program,  assets  and  revenues  of  the  borrower  are  pledged 
to  repay  the  bonds.  Accordingly,  stand-alone  bond  issues  are  not 
recorded  on  the  Board's  financial  statements.  On  October  13,  1989,  the 
Board  issued  $60,800,000  in  Resource  Recovery  Revenue  Bonds  (Colstrip 
Project),  Series  1989,  under  the  Stand-Alone  Industrial  Development 
Bond  Program. 

c.  Montana  Cash  Anticipation  Financing  (MCAF)  Bonds 

On  August  29,  1989,  the  Board  issued  $9,485,000  in  Municipal 
Finance  Consolidation  Act  Bonds,  Series  1989,  under  the  Montana  Cash 
Anticipation  Financing  Program.  These  bonds  will  mature  September  28, 
1990.  The  Series  1989  bonds  are  not  a  debt  or  liability  of  the  state 
of  Montana,  and  neither  the  faith  and  credit  nor  the  taxing  power  of 
the  state  of  Montana  is  pledged  to  the  payment  of  the  principal  of  or 
interest  on  the  Series  1989  bonds.  The  Series  1989  bonds  are  limited 
obligations  of  the  Board  payable  solely  from:  1)  investment  income;  2) 
repayments  of  principal  and  interest  on  notes  issued  to  the  Board  by 
participating  local  governments  units;  and  3)  an  irrevocable  pledge  of 
the  Board  to  lend  money  for  deposit  by  the  trustee  into  Reserve  Account 
F  in  an  amount  equal  to  any  deficiencies  therein  for  payment  of 
principal  and  interest  on  the  Series  1989  bonds. 
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On  September  8,  1989  the  Municipal  Finance  Consolidation  Act  Bonds 
Series  1988  for  $17,365,000  were  retired  in  full. 

d.  Intermediate  Term  Capital  Pool  (INTERCAP)  Bonds 

On  March  16,  1987,  $6.5  million  of  Series  1987  Variable  Rate 
Demand  Bonds  were  issued  which  will  be  due  March  1,  1995.  These  bonds 
may  be  redeemed,  at  the  bondholder's  option,  any  March  1  prior  to 
maturity.  The  Board  did  not  enter  into  an  arms-length  financing 
agreement  to  convert  bonds  "put"  but  not  resold  into  some  other  form  of 
long-term  obligation.  Accordingly,  these  bonds  have  been  recorded  as 
current  liabilities  of  the  Enterprise  Fund. 

On  July  14,  1988,  the  Board  issued  $5,000,000  in  Series  1988  bonds 
under  the  Intermediate  Term  Capital  Program.  The  bonds  have  an  annual 
adjustable  rate  tender  option.  The  Series  1988  bond  issue  is 
structured  like  the  Series  1987  Intermediate  Term  Capital  Program. 

The  Series  1987  and  1988  bonds  are  limited  obligations  of  the 
Board  and  are  payable  solely  from  the  following:  1)  investment  income; 
2)  repayments  of  principal  and  interest  on  loans  made  by  the  Board  to 
the  local  governments;  and  3)  amounts  derived  from  an  irrevocable  loan 
agreement.  The  agreement  authorizes  the  trustee  to  request  funds  from 
the  Board  for  deposit  to  the  reserve  account  in  an  amount  equal  to  any 
deficiencies  therein  for  payment  of  principal  and  interest  on  the 
Series  1987  and  1988  bonds.  These  bonds  are  not  a  debt  or  liability  of 
the  state  of  Montana. 

The  Board  retired  the  following  series  of  bonds  during  fiscal  year 
1990: 

Retired  In    Bonds  Outstanding    Total  Retired 
Bond  Issue         FY  1990      June  30,  1990        To  Date 

INTERCAP  Series  1987   $1,055,000      $3,970,000        $2,530,000 
INTERCAP  Series  1988   $  105,000      $4,880,000        $  120,000 

e.  Irrigation  District  Pooled  Loan  Program 

On  August  16,  1988,  the  Board  issued  $4,976,214  in  Series  1988 
bonds  under  a  new  program  called  the  Irrigation  District  Pooled  Loan 
Program.  These  bonds  are  issued  under  the  Municipal  Finance 
Consolidation  Act.  A  portion  of  the  bonds  are  serial  and  will  be 
retired  annually  from  August  1,  1989  through  August  1,  2003.  The  bonds 
have  various  interest  rates  depending  on  the  maturity  date  and  the  type 
of  bond.  The  remainder  of  the  bonds  are  capital  appreciation  bonds 
that  retire  each  year  beginning  August  1,  1997  and  ending  August  1, 
2004.  The  value  of  the  capital  appreciation  bonds  reflects  $180,805  in 
accreted  value  since  the  date  of  sale. 

These  bonds  were  issued  for  the  purpose  of  providing  funds  for  the 
Board  to  purchase  the  refunding  bonds  from  participating  irrigation 
districts  for  the  purpose  of  prepaying  the  U.S.  Department  of  Interior, 
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Bureau  of  Reclamation  Projects  Loans.  The  irrigation  bonds  and  the 
interest  thereon  are  payable  solely  from  the  collection  of  the  special 
tax  or  assessment  which  are  a  lien  against  the  real  property  of  the 
irrigation  district.  The  irrigation  bonds  are  not  obligations  of  the 
state  of  Montana,  however,  the  bonds  are  limited  obligations  of  the 
Board  due  to  an  irrevocable  pledge  to  lend  money  for  deposit  by  the 
trustee  of  the  Irrigation  District  Pooled  Loan  Program  Reserve  Account 
E  in  an  amount  equal  to  any  deficiencies  herein  on  any  payment  date. 
The  indenture  does  not  permit  the  issuance  of  additional  bonds. 

Retired  In    Bonds  Outstanding    Total  Retired 
Bond  Issue         FY  1990      June  30,  1990        To  Date 

Irrigation  District 

Series  1988         $125,000       $5,032,019         $125,000 

4.  NET  LOSS  IN  ENTERPRISE  FUND 

The  net  loss  in  the  Enterprise  Fund  was  caused  by  the  following: 

1.  Total  revenue  decreased  by  $1,233,970; 

2.  Debt  service  increased  by  $537,182  to  reflect  the  accretion 
of  capital  appreciation  bonds  and  the  CRP  Program  notes;  and 

3.  The  operating  expenses  increased  from  the  development  of  the 
CRP  Program  during  the  fiscal  year. 

5.  COAL  TAX  LOAN  COffllTMENTS 

The  Board  makes  firm  commitments  to  fund  loans  from  the  Montana 
In-State  Investment  Fund.  These  commitments  have  expiration  dates  and 
may  be  extended  according  to  the  Board's  administrative  rules.  As  of 
June  30,  1990,  the  Board  had  committed  to  purchase  loans  from  Montana 
lenders  totaling  $15,381,060. 

6.  SUBSEQUENT  EVENTS 

a.   Conservation  Reserve  Enhancement  Program 

In  August  1990  the  Enterprise  Fund  transferred  the  direct  loan 
funding  activity  of  the  Board's  Conservation  Reserve  Enhancement 
Program  to  the  program's  trustee.  During  this  process  a  loan 
calculation  error  was  discovered  which  understated  the  program's  BANs 
payable  by  $45,194.  All  documentation  has  been  subsequently  corrected. 
The  MISIF  BANs  receivable  has  been  adjusted  by  $45,174  and  a  transfer 
of  this  amount  was  made  to  the  trustee. 
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b.   Municipal  Finance  Consolidation  Act  Bonds 

On  August  23,  1990  the  Board  issued  $7,385,000  in  Municipal 
Finance  Consolidation  Act  Bonds,  Series  1990,  under  the  Montana  Cash 
Anticipation  Financing  Program.  The  Series  1990  bonds  are  not  a  debt 
or  liability  of  the  state  of  Montana,  and  neither  the  faith  and  credit 
nor  the  taxing  power  of  the  state  of  Montana  is  pledged  to  the  payment 
of  the  principal  of  or  interest  on  the  Series  1990  bonds.  The  Series 
bonds  are  limited  obligations  of  the  Board  payable  solely  from:  1) 
investment  income;  2)  repayments  of  principal  and  interest  on  notes 
issued  to  the  Board  by  participating  local  government  units;  and  3)  an 
irrevocable  pledge  of  the  Board  to  lend  money  for  deposit  by  the 
trustee  into  Reserve  Account  G  in  an  amount  equal  to  any  deficiencies 
therein  for  payment  of  principal  and  interest  on  the  Series  1990  bonds. 
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DEPARTMENT  OF  COMMERCE 

BOARD  OF  INVESTMENTS 


STAN  STEPHENS.  aOVEBNOR 


CAPITOL  STATION 


STATE  OF  MONTANA' 


(406) 442-1970 


TELEFAX  (406)  449-6579 


HELENA,  MONTANA  S9620 


february  5,  1991 


^n 


n  1  ^  (|UJJ  FTl 
k/r^""~ 

JLI     FEB    8  1991 


iLEGISLATIVE  AUDITOR 


r>cott  A.  Seacat,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
State  Capitol 
Helena,  MI.  69620 

Dear  Mr.  Seacat: 

The  following  is  our  response  to  your  recommendations  resulting  from 
the  audit  of  the  Board  of  Investments  for  the  fiscal  year  ending  June 
30,  1990. 

Recommendation  #1 

We  concur.  The  accounts  have  been  and  are  being  reconciled  on  a 
monthly  basis.  The  trustee,  Board  personnel,  and  the  treasurers  office 
staff  are  constantly  reconciling  outstanding  items. 

Recommendation  tiZ 

#2A  We  concur.  The  procedure  now  in  place  to  price  equities  has  been 
developed  to  eliminate  any  errors  in  transferring  pricing  data  from  the 
P.C.  Quote  system  to  the  Board's  internal  accounting  system.  The 
process  is  documented. 

^2B  We  concur.  Reconciliations  of  the  MontComp  subsystem  to  SBAS  are 
currently  being  done.  The  deficiencies  in  accounting  procedures 
resulted  in  immaterial  differences  related  to  the  July  2  unit  price, 
market  values  compared  to  an  outside  source,  and  calculation  of  the 
Change  in  Current  Value  of  Investments  Managed  per  the  financial 
statements. 

Recommendation  #4 

We  concur.  Procedures  will  be  reviewed  and  strengthened. 
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Recommendation  #  5 

We  concur.  This  was  done  in  December  of  1990. 

Recommendation  #6 

We  concur.  This  has  been  corrected. 

Recommendation  #7 

We  concur.  Our  Bond  Counsel  has  been  instructed  to  do  so. 


We  want  to  thank  the  audit  staff  for  their  usual  sterling  job.  The 
benefit  of  this  audit  being  done  by  your  staff  rather  than  contract 
auditors  is  shown  each  year  by  the  depth  of  knowledge  that  they  bring 
to  the  process.  Even  though  we  may  not  agree  on  every  issue,  the 
process  is  valuable  to  the  Board  and  staff.  It  allows  us  to  continue 
to  improve  and  assures  the  people  of  Montana  that  this  critical 
function  is  being  properly  performed. 


Sincerely, 


h4 


David  M.  Lewis 
Executive  Director 
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DEPARTMENT  OF  ADMINISTRATION 

DIRECTOR'S  OFFICE 


STAN  STEPHENS,  30VERN0R 


MITCHELL  BUILDING 


STATE  OF  MONTANA 


(406)  444-2032 


HELENA,  MONTANA  59620 


lelXilJLU. 

FEB     8  1991 
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'-'SLATIVE 


AUDsTOR 


February    7,    1991 


Mr.  John  Fine 

Senior  Auditor 

Office  of  the  Legislative  Auditor 

Room  135,  State  Capitol 

Helena,  Montana   59620 

Dear  John, 

We  appreciate  the  opportunity  to  respond  to  the  recommendation 
pertaining  to  the  Department  of  Administration  included  in  your 
audit  of  the  Board  of  Investments. 

RECOMMENDATION  #3 

We  recommend  the  Department  of  Administration  develop  and  implement 
contract  terms  that  provide  the  state  with  the  lowest  possible 
costs  for  contracted  banking  services. 

RESPONSE 


Concur.  The  current  state  banking  contract  will  be  in  effect  until 
September  30,  1993  or  for  two  additional  years  should  the  state 
extend  the  contract.  When  new  banking  specifications  are 
developed,  the  department  will  coordinate  with  the  Board  of 
Investment  and  solicit  proposals  which  allow  the  department  to 
compare  different  methods  of  reimbursing  the  costs  of  the  banking 
relationship. 


Sincerely, 


Bob  Marks,  Director 
Department  of  Administration 
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